
' 	 reasonable  method toinsu retha tthedeb tr educ t ionob jec t ive  of the funded 
deprec ia t ionaccount  is  accomplished. 

Statement of Need: 

Subitem 8 desc r ibes  how o the r  funded deprec i a t ion  andescrowaccounts 
a r e  t o  b e  conridered w i t h  r e s p e c t  t o  the  fundeddepreciat ionrequirements  of 
these r u l e  parts. I t  is n e c e s s a r yt oc l a r i f y  t h i s  i s s u es i n c e  may provi
d e r s  havefundeddepreciationaccountsrequired by o therf inanc ing  
i n s t i t u t i o n s .  

reasonableness : 

I t  is rearonabletoa l lowtherequi redDeprec ia t ion  Reserve of t h e  
MinnesotahousingFinanceagency t o  f u l f i l l e t h e  funded deprec ia t ionrequi re 
mentsoftheseru lepar t ss incebothaccounts  have # h i l a r  o b j e c t i v e s  and 
requirement$.  

On the  o ther  hand ,  the  DevelopmentCoat escrow Accountrequiredbythe 
same agency i s  excess borrowingdesignedtorecuretheloanfrompossible 
de fau l t .t h i saccoun t  ha, no r e l a t i o n  t o  t h ep a p e n to fd e p r e c i a t i o n  and 
i t s  purposeis  not r e l a t e d  t o  t h e  o b j e c t i v e #  of the fundeddepreciat ion 
accoun tin  t h i s  item. Therefore ,thisaccount  and # h i l a r  account# do no t  
f u l f i l lt h er e q u i r e m e n t s  of t h i s  item. 

Statementof Need: 

Subpart 2 item A e s t a b l i s h e s  limits on i n t e r e s t  r a t e s  It f u l f i l l s  t h e  
mandate t o  r e t  "limits on t he  amountsofreimbursementforproperty,general 
and admin i s t r a t ion ,  and new f a c i l i t i e s  minnesota S t a t u t e ) ,  section 
2568.501, subd iv i s ion  3.  Addi t iona l ly ,th i ssubpar taddrearerrecommen 
da t ioncon ta inedin  LAC Report ,(p.  62.) 

Item A o f  t h i s  s u b p a r t  limit# i n t e r e s t  on a l l o w a b l e  c a p i t a l  d e b t s  
e n t e r e d  i n t o  a f t e r  December 31, 1985 t o  t h e  l e s s e r  o f :  

The e f f e c t i v e  . i n t e r e a t  rater on t h e  debt; 

. Sixteenpercent ;  

. Three percentagepointsabove t h e  prime rate f o r  motor veh ic l e  
p > '  c a p i t a l  d e b t ;  or 
U 

L01 .- L .fx .; w . A rate 1.S percentagepointsabove the pos tedyie ldforconvent iona la QI 
ID *- fixed-rate Corporation.l- .r *- mortgages of the Federal H o m e  Loan Mortgage 

for c a p i t a l  d e b t  o t h e r  t h a n  v e h i c l e s  

When i n t e r e s tr a t e sc h a r g e d  are excess ive lyhigh ,  e i ther  re la t ive  t o  
o t h e rr a t e s  or i n  g e n e r a l ,  it i s  n e c e s s a r yt od i s c o u r a g ec a p i t a lf o r m a t i o n .  
The re fo re ,l imi t a t ions  on i n t e r e s t  rater are necessary as a coatcontainment 

-i measure and toencourageprudent  management o f  c a p i t a l  assets 
!. d
' Gt." Reasonableness: 
k E %  
U
x 2 ;  When i n t e r e s t  rates go advantageous for a
beyond 16 percent ,  i t  is not 

bus inesspe r sontoengageincap i t a lfo rma t ion .menin te re s tr a t e sove r  
theshortterm are t ooh igh ,inves tmen t sincap i t a l  assets are usua l ly  
discouragedordelayed.Sincethe s t a t e  r e imbursesin t e re s texpensesto  t h e  



1 

J u l y  

XCFs/HR, i t  is necessary and reasonable �or the s ta te  t o  limit therate 
of  interestthatisallowable. The limitation implements therequirement 
thatproviders be reimbursed o n l y  forcoststhat would be incurred b y  an 
e f f i c i e n t l y  and economicallyoperated f a c i l i t y  and alsoaddresser recommen
dations of theLegislativeAuditors (LAC Report, 1983: p. 62) .  

I t  is rearonableto limit interest  ra tes  on capitaldebt,other than 
motor v e h i c l e s  t o  1.5 percentagepoints above thepostedyieldforstandard 
conventionalfixed-rate mortgager of theFederal How Loan Mortgage
Corporation. This ra te ,  commonly referredto a0 Freddie Hac, is  reflective 
of t h e  commercial mortgage market for all fixed rate conventional mortgager.
The limitation of 16 percentinterest on capitaldebtiseffective and 
necessary i n  a market where the  coot of money is high or tiring.Currently
the market i o  changing and interestrateraredeclining. The limitation of 
16 percent on in te res t  ra te r  door not affect interest cooto when the  market 
ra te  available is conriderably lower thanthatlimitation. The limitation 
on in te r ro t  ra te r  on capital debt other than motor vehicles should be depen
dent on a market indicator. Tho portedyield for standardconventional 
fixed rate mortgager of thoFederal E o n  Loan Mortgage Corporationprovider
thatindicator. The yieldforFreddie Hac plus 1.5 potcentagopointsgiver 
a limitation on interest  ra ter  that  i o  effect ive i n  thecurrent market (See- interest  Rater - commercial Mortgager).Table I 

Table I 

January 13 1984 

16.27 14.77 1, 1984 

January 1,  1985 

May, 1985 

- interest Rater  

Federal 
H o w  Loan 
Mortgage 
Corporation 

.16 

12.97 

12.62 

(1) Minnesota Housing Finance Agency 

- commercial mortgages 

federal 
Home Loan 

mortgage 
Corporation + 1.5 

14.68 

14.47 

14.12 

' 

markett-

14.375(1) 

14.375(1) 

14.375(1) 

14.375(1) 
13.5 - 14(2) 
12.75 - 13(3)  
13.25 - 14(4) 

( 2 )  knutson Mortgageand FinancialCorporation 

( 3 )  Northland mortgage 

( 4 )  Twin C i t y  FederalSavings and Loan 


Capitaldebt on motor v e h i c l e s  I t  is  rearonableto usethe prime 
rate ,  aspublished i n  the Minneapolis Star and Tribune, 80 theindicator upon
which to  bare limitation8 on in te res t  ra tes  on motor vehicle loan0 sincethe 
prime rate  p l u s  threepoint,reflectsthat a prudentpersonwould pay i n  
thecurrent market i n  in te res tra tes .  (See Table 11, InterestRater, Motor 
Vehicles.) 

I t  is necessary to  s e t  l imitations on reimbursableinterestratersince 
the rate chargedshould re f lec t  market condition8 a t  that  time. Providers 
should have an incentive t o  negotiate more favorable interest  ra tes  or when 
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t i  

Table I1 - Interest  

Prime Rate 
Prime Rate P l u s  3 P o i n t s  

(1) norwest Bank, minneso ta  
( 2 )  First Bank, minneso ta  
( 3 )  First Bank, S t .  Paul 

Statement of need 

Rates - Motor Vehicles 

market t -
(1) 

(2 )  

( 3 )  

11 variable adjusted 
month 17 

13 fixedrate 
11.34-13.25 variable 
13 - 14.5 fixed rate 
13.25 variable 
13 - 14.5 fixed rate 

Item B is necessary i n  order to calculate the  effect ive interest rate 
on allowablecapitaldebtfinanced with adjustable or variable intereat 
rates since the limitations on interest  ra ter  i n  Item A apply to adjustable
and var iable  ra ter ,  81 vel1 88 fixed r a t e s  To do otherwise would permit a 
circumvention of the department interest  rate l imitations in i tem A. 

The methodof computing the effective interest  rate 08 a debtfinanced 
with variable or adjustable interest rater is rearonable because interest  
expensepluspoints plus financia& Charger dividded by t h e  n e t a g e  allowable 
capital debt accurately determiner the effective intereat rate. 

reasonableness : 

I t  is reasonablethatallowablecapital debt  financedwithadjustable 
or variable interest  rater be subjecttothe r a m  l imitations as thore 
financed with f ixedintereatrater .to  do otherwise would encourage faci l 
i t i e s  t o  enterintoallowablecapitaldebtsfinanced with variable or 
ad justable interest  rate8 which could, i n  future periods, exceed the 
in te res t  rate l imi t a t ions  Afro, it is  reasonable torequirethat i n t e r e s t  
rates incurrednot be in excess ofwhat a borrower would have to  pay in an 

C' . 
d e w  arms-length transactionL L  since t h i s  is one t e s t  of reasonableness 
Z 2 F  

c7 I - (.' Statement of Need:n U G .  
#I 1' \ Item C c l a r i f i e r  thetreatment of intereat rate for capital  debts 

incurred before January 1, 1986. This provision is necessarytoallow for a 
period of transit ion.  "he effect iveinterestrate  on capitaldebtsincurred 
beforeJanuary 1,  1984 is  allowed i f  theinterestrate meeta thelimitations 

? 2 i n  e f f e c ta t  the time thecapitaldebt war incurred.. During the temporary 
C r a, ruleperiod,thedepartmentoffered

keep ai1 theraving,realized during theu, CK by permittin8providersto 
an incentivetorefinancecapitaldebt 

t; $ reporting pear and one-halftheravings war included in the payment rate for 
I V) 65 the  next rateyear.After December 31, 1985, theeffectiveinterestrates 

on d e b t s  incurredbeforeJanuary 1, 1984 issubjecttotheinterestrate 
l imits i n  I t e m  A,  subitem 4. 
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' Reasonableness: 

It is  necessary and reasonable t o  permit a phase-inperiod and t o  
encouragetherefinancing of a l l o w a b l ec a p i t a ld e b t  when Lover i n t e r e s t  
rates  are ava i l ab le .  The market a tthepresentt ime is  changing and 
i n t e r e s tr a t e s  are decl in ing .  It i sn e c e s s a r y  t o  s e t  limits on i n t e r e s t  
r a t e s  on a l lowablecapi ta ldebtsincur redpr ior  t o  January 1, 1986, i f  our 
re imbursementpol icyistoref lec t  what a prudentmanagerwoulddo. I n  a 
market w i t h  d e c l i n i n g  i n t e r e s t  r a t e s ,  a prudent managerwould re f inanceto  
reducehis /herin te rea texpense .  

Statement of Need: 

Subpart  3 fur therc i rcumscr ibesthe  paymeat of publicfundsfor  
in te rea texpense .  K t  is  necessary t o  set l i m i t a t i o n s  on in te rea texpense  t o  
insureprudent managementof c a p i t a l  r e s o u r c e s  a d  to limit reimbursement 
f o rp r o p e r t yc o s t s  The LAC ReportrecomedmthattheDepartmentdevelop
e f f e c t i v e  limits t o  cons t r a inexcess ivein t e rea t  expenre (LACReport,1983: 
p. x v ) .  

Item A is' necessary  inorder  to  expla in  theappropr ia tet rea tment  of 
i n t e r e s t  income earned on var ioustype8ofinves tedcashdepos i t s  

reasonableness : 

Item A. It is reasonab letod i s t ingu i sh  between var ious  for- of 
i n t e r e a t  income ava i l ab le  t o  provider,  or p r o v i d e rg r o u p sI n t e r e a t  income 
fromfundeddepreciation m a t  be u s e d  f o r  c a p i t a l  debt reduct ion  or t o  
r ep lace ,pu rchaseo rrepa i rcap i t a l  arret#. Since i n t e r e a t  income earned on 
funded d e p r e c i a t i o n  m a t  beused f o r  t h e r e  p u r p o s e s  i t  would be u n r e a s o  
nab leto  offset t h a t  i n t e r e a t  a g a i n a t  i n t e r e s t  expensem. 

I n t e r e s t  income generatedfromamount8deposited i n  a developmentCoat 
escrowAccountrequired by E Q I I A . a r a t  beused t o  o f f s e t  c a p i t a l  d e b t  i n t e r e s t  

expense. The DevelopmatCoatescrowAccountrequiredbytheMinnesota 

HousingFinance Agency requi re#borrowinginexcessof  the h imto t i ca l  cos t  

of a s se t s(112percen t )  whore purpose is t os e c u r et h e  load from possible  

defau l t .S ince  excess b o r r o w i n gr e s u l t s  i n  a d d i t i o n a li n t e r e s t  expenre 

which is not a c o s t  t h a t  m a t  be incurred for t h eq u a l i t yc a r e  of r e s iden t s  

(MinnesotaSta tu tes ,sec t ion  2S61.501, subdiv is ion  21, t h eo f f s e t t i n g  of 

i n t e r e s t  income on excess borrowedfundsagainstal lowablecapi ta ldebt  

in te res texpense  is  a rearonable  methodof reducingthecoat  t o  themedical 


containmentp i  Assis tance Program. "hi8 is also a coat measure which assures  
c a . n r' t h ee f f i c i e n t  and prudent management of cap i t a la s se t a(Minneso taS ta tu t e s ,
L T < w  

a s e c t i o n  2568.501, subdiv is ion  3 ) .  I t  should a l s o  be noted t h a t  upon r e t i r e 
+a c w 

Ea n n  	men of the  mortgage ,thefu l l  amount of t he  DevelopmentCoatescrowaccount 
reverts  t o  theprovider .  

, I t  is  r ea ronab letorequ i r e  t h a t  i n t e r e s t  income ava i l ab letothepro 
v i d e r  from othersourcesbeusedtoreduce working c a p i t a l  i n t e r e s t  e x p e n s e .  
A prudent and costconsciousbusinessperson would notneedlesslyincur  

debts  when such fund8Y = workingcapi ta l  amounts of c a s ha r ea v a i l a b l e  from 

C 
r 2 a v a i l a b l e  i n  i t s  o m  accounts.  


F i x  
a l a  

t o  p rov ide r skeep  in t e r s tb Q X  I t  i s  reasonable and necessa rya l low to  o the r  

I C? i5 income as anincent iveforprudent  management of c a p i t a la s s e t s  and tog ive  


providers  the oppor tuni tytoearn,addi t iona lfunds .  As the  provider ' s  
percentage of equi tyincreases ,therequireddeposi tsinthefunded d e p r  

-6 3-



c ia t ionaccount  are reduced. Therefore, the providers  will have add i t iona l  
funds which if inver ted ,couldproducesubs tan t ia l  earnings. (See Exhibit  
C.) 


Statement of Need: 

Item B is necessa ry  to  a l low a period of time beforerequi r ing  t h a t  
c a p i t a l  d e b t se n t e r e d  i n t op r i o r  t oJ a n u a r y  1, 1984 be s u b j e c t  t o  t h e  
i n t e r s t  rate l i m i t a t i o n si ns u b p a r t  2, item A. The i n t e r e s t  rates on 
mortgages on e x i s t i n g  f a c i l i t i e s  shown inTab le  I11 demonstrate a wide range
of i n t e r e s t  rates. Host f a c i l i t i e s  i n  t h e  sample of 259 f a c i l i t i e s  would not 
be a f f e c t e d  by t h i s  item. MinnesotaSta tu tes ,sec t ion  256B.501, sub
d i v i s i o n  3 r equ i r e s  limits on p r o p e r t y  c o s t s  and limits reimbursements t o  
c o s t s  t h a t  must be incu r redfo rtheca re  of r e r i d e a t ,  i n  e f f i c i e n t l y  and 
e c o n o m i c a l l yo p e r a t e df a c i l i t i e s  The LAC Report ( p .  62) recommends 
limits on i n t e r s t  expense based on "maxiam i n t e r s t  rater beyond which the  
s ta te  w i l l  n o tr e i m b u r s e  (LAC Report,  1903: p.  62.) this i t e r  f u l f i l l s  
t h e  legislative mandate and t he  tac recommendation 

Table 111. - Mortgages On Existin8 f a c i l i t i e s  
l o n g  t e r m  m a t u r i t i e s  

Loan Valuer $25,000 or more 
(as of October,1984) 

Number of 

Mortgages Amount
-

1 29,471 
7 919,844 
3 858 ,408 

12 . 3,292,318 
47 5,897,714 
60 9,670,137 
34 4,475,551 
21 3,728,021 
19 4,662,602 

i n t e r e s t  U t e  

4 - 4.9 
5 - s.9 
6 - 6.9 
7 - 7.9 
8 - 8.9 
9 - 9.9 

10 - 10.9 
11 - 11.9 

* 12 - 12.9 
16 1,885,435 13 - 13.9 
23 5,493,134 14 - 16.9 
11 2,814,053 15 - 16 
1 62 ,961 16.5 - 16.9 
3 263 ,004 17 - 17.5 
-1 30 777 18 

To ta l  259 To ta l  3zmemi 

Reasonableness: 
4 

, I t  is reasonable  t o  expect  t h a t  a prudent managerwould re f inance  
exis t ingmortgages whose i n t e r e s t  r i t es  exceed market rates. 'To re f inance  
i n  a market w i t h  d e c l i n i n g  i n t e r e s t  rates is a reasonabledec is ion  and i s  
c o n s i s t e n t  w i t h  theconcept  of a prudent manager and t h e  o b j e c t i v e  of cost 
containment. 
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I 

* Statement of Need: 

Item C i s  necessa ryino rde rtoind ica t e  that  fundswhich have been 
r e s t r i c t e d  f o r  the purpose of buyingasse ts  must b e  used for the i r  
restrictedpurposebeforeborrowingfunds.  

r e a s o n a b l e n e s s  

This is  a necessary and reasonablecoatcontainmentprovis ioninthat  
i t  prohibi tsborrowing and incu r r ingin t e re s texpense  when fund8 are a l ready  
a v a i l a b l e  i n t e r n a l l y  for t h a t  purpose. 

Statement of Need: 

Item D i s  necessary so t h a t  t he  cons t ruc t ion  pe r iod  in t e re s t  expenre 
i s  amortized over t h e  l i f e  of t h e  p h y s i c a l  p l a n t  t o  a r o i d  d i s t o r t i o n  of the  
payment rate. 

reasonableness : 

I t  i s  rearonabletospreadtheimpactofcons t ruc t ionper iodin te res t  
expen,* o v e r  t h e  ' l i f e  o f  t h e  c a p i t a l  arret becausethe construction period
i n t e rea t  expenre  relater t o  a periodof tin precedingtheuseofthe .met. 
Therefore, t ha tcoa tbene f i t spe r iodsrubsequen t  t o  thecomplet ion o f  t h e  
cons t ruc t ion  when s e r v i c e s  are bein8provided and b e n e f i t 8  more than  m e  
per iod .Thisprovis ion  i s  inaccordancewithGenerallyAcceptedAccounting 
P r i n c i p l e s .  

I t  is  necessary a n d  r e a r o n a b l e  t o  e s t a b l i s h  that the  cons t ruc t ion  
per iodendsonthe earlier of t h e  d a t e  of c e r t i f i c a t i o n  for medical 
a s s i s t a n c e  t h e  f i r s t  dahy a Medical assistance r e c i p i e n t  r e s i d e s  i n  the 
f a c i l i t y ,  or when t h ep r o j e c t  is complete 

I t  i s  r e a s o n a b l e  t o  f i x  a p o i n t  i n  time when thecons t ruc t ionper iod  
e n d s  i n  o r d e r  t o  c a l c u l a t e  how much i n t e re s t  exgenre  was incur reddur ingthe  
cons t ruc t ion  per iod .  

Statement of Need and' r e a s o n a b l e n e s s  , 

Items E and F are n e c e s s a r yi no r d e rt oe s t a b l i s ht h a ti n t e r e s t  e x p e n s e  
s h a l l  not be allowed for t hepor t ion  of c a p i t a l  d e b t  which toge ther  w i t h  a l l  
otherouts tandingdebtexceeds  100 percent  of t h e  h i s t o r i c a l  c a p i t a l  c o s t  of 

P l t h ef a c i l i t y ' sc a p i t a l  assets and t h a t  new a c q u i s i t i o n s  of c a p i t a l  assets 
% I 4 are made with a t  least  a 20 percent  down payment. these provis ions  are

i r < G  
?-I aJ aJ necessary and reasonabletopreventexcessiveborrowingwhich is not2 2 2 necessary for the provis ionofcare .Highlyleveragedfac i l i t i es  are not 
I f i n a n c i a l l y  stable. T h i s  ha rmfu ls i t u a t i o n  is  po ten t i a l ly  r e s iden t  caret o

and may r e s u l ti nd i s l o c a t i o n  of r e s iden t s .  The LAC Reportfoundhigh 
levels of indebtednesstobe  a ser iousprobleminthe ICP/ML indus t ry  (LAC 
r e p o r t  p .  55-63). 

eE ~- Statement of Need: 
d 
W 

6 0  Item C, e  -is  n e c e s s a r yi no r d e r  t oe s t a b l i s ht h a t  increases i n  i n t e r e s t  
a E expensedue t o  r e f inanc ingofex i s t ingcap i t a ldeb t s  or changerinownership

5 2 Gi are notal lowable.  The Def ic i tReduct ion  Act of 1986,Public Law 98-369, 
s e c t i o n  2314 p roh ib i t sinc reases  i n  re imbursmentdueto  Change8 i n  



E 

ownersh ipminnesotaSta tu tes ,sec t ion  2560.501, subdiv is ion  3 es t ab l i shes  
tha tp rope r tycos t  must be l imi ted  and reimbursementsarerelatedto econo
mic and e f f i c i e n t  o p e t a t i o n s  and top rov i s ionof  q u a l i t y  care t o  residents. 
This  provis ion  i s  c o n s i s t e n t  w i t h  thosepubl icpol ic ies .  

Reasonableness : 

Subitem 1 d isa l lowsanincreaseinin te res texpensedueto  8 sale o r  
reorganizat ionbecause i t  i s  n o t  i n  t h e  p u b l i c ' s  i n t e r e s t  t o  pay f o r  a 
c a p i t a la s s e t  more thanonce.Also, the increasedcos ttotheMedica l  
Assis tance Program doesno tre su l ti ninc reased  sewices t o  those whom the 
program vas des igned  to  serve, the men ta l ly  r e t a rded  c i t i zens  ofMinnesota. 
Inadd i t ion ,  t h e  subi temprovidesfor  the  disal lowanceofincreasesin 
i n t e r e s t  expense due t or e f i n a n c i n g .  I t  is  r easonab letod i sa l lowthese  
increasesbecausethey are not related t o  r e s i d e n t  care .ad they are 
c o n t r a r y  to  t h e  costcontainmentobject iveofthe state. Also, a r e f i 
nancing which inc reases  the  ou t s t and ing  p r inc ipa l  w i thou t  8 corresponding
i n c r e a s e  i n  c a p i t a l  assets r e s u l t s  i n  e r a e n t i a l l y  t h e  same s i t u a t i o n  c r e a t e d  
by sale or  r eo rgan iza t ion ,  namely an i nc rease  in  tho  cost t o  t h e  medical 
AssistanceProgramwithout any correspondingincreasein  services t o  
r e s i d e n t s  I t  is  a l s or e a s o n a b l et op e r m i tc e r t a i ne x c e p t i o n st o  a r e f i  
nancing. These are providedforinsubi tems 2 t o  4. 

Statementof Need: 

Subitem 2 i n  n e c e s s a r y  t o  p r o v i d e  an except ion t o  permitref inancingof  
a cons t ruc t ion  period loanfo r  8 newly cons t ruc t edfac i l i t yp rov idedthe  
limits on i n t e r e s t  rates and themoun t  ofal lowabledebt  are notexceeded. 

Reasonableness: 

s i n c e  a cons t ruc t ionper iod  loan is  e r r e n t i a l l y  i n t e r i m  f i n a n c i n g  f o r  
the  f a c i l i t y  d u r i n g  t h e  c o n s t r u c t i o n  p h a s e  it  is reasonable  t o  permit a 
r e f inanc ing  which m y  i n c r e a s e  t h e  i n t e r e s t  e x p e n s e  above tha tpa iddur ing  
t h e  construct ionphase.Also,  i t  is  r easonab letha tthep rov ide r  be regu
l a t e d  in a way which r e s u l t s  i n  c o n s i s t e n t  t r e a t m e n t  of a11 providers ,  

L , t h e r e f o r e ,  the same l i m i t a t i o n @  imposed on o the rdeb t s  Dust a l soapp ly .  

' Statement  of Need: 

s u b i t e m  i s  an except ion  which re la tes  t o  cap i t a l  deb t s  w i th  ba l loon+ payments.Refinancingof would benecessaryinthecurren tmarke ta c a p i t a ld e b tw i t h  a balloon payment i s  o f t en  

a t oc .  These t h r e eu n i t sa d d r e s sjp :4 a l o w e da c c o r d i n gt ou n i t s  
a l lowab le  

and i n c r e a s e s  i n  i n t e r e s t  e x p e n s e  
t h e  th ree  

the
L' 

u de te rmine  in t e re s t  i n t e re s ta c *  '=r. elements  used to  expense :  r a t e ,  
E 4: 
c - 2  .- amount of p r i n c i p a l  and t h e  per iod of time. 
m a w 
(r, r 1 :  . 

a Reasonableness:
I . /  - 1  

Unit (a )  provides for the  same i n t e r e s t  rate l i m i t a t i o n s  on the  r e f i'i21 nancing of a ba l loon  payment as t h e  l i m i t a t i o n s  a p p l i e d  t o  any o t h e r  c a p i t a l  
d e b t .  This p rov idesfo r  a c o n s i s t e n ta p p l i c a t i o n  of t h ei n t e r e s t  rate 

L -Cr l i m i t a t i o n  among provider@.Since @ o m  r e d u c t i o ni np r i n c i p a lh a so c c u r r e d  
r l+ Q  p r i o r  t o  t h e  b a l l o o n  payment, it is  r easonab letha tthe  s t a t e  shouldonly be 

,. ,  (i %. r equ i r edtore imbursein t e re s t  on the remainingportion of debtouts tanding .  
% 0: If t h e  amount of t here f inancedcap i t a l  debt  were t o  exceedtheballoon

2 5 " "  
CT, := payment, t h e  p r i n c i p l e  of costcontainment andof c o n s i s t e n t  treatment of 

debts  would notbeobserved.Unit(c) addresses t h e  term or time period 



' over which the ref inancingofthebal loon payment may e x t e n d .I t  is reason
able to limit t h e  t e rmto  t h a t  time period of t h e  o r i g i n a lc a p i t a ld e b t  
computed as thoughthere was no bal loon payment  s ince  t o  dootherwise would 
permit a circumvention of t heob jec t ivetocon ta inp rope r tycos t s .  In  some 
i n s t ances ,  a c a p i t a l  d e b t  with a ba l loon  payment docs not provideforthe  
a b i l i t yt od e t e r m i n et h e  term beyond t h e  ba l loon  payment. In t h a t  casethe 
te rmoftheref inancedcapi ta l  d e b t  sha l l  notextend beyond theremainder of 
30 yea r s  minus theexpi red  term of t h e  c a p i t a l  d e b t  p r i o r  t o  t h e  b a l l o o n  
payment, A 30 yearmortgage is  a common lengthof time mer which t o  
f inance  a f a c i l i t y  and i sthe re fo rerea ronab le .  The limits insubi tem ( 3 )  
are established pursuant t o  MinnesotaSta tu te# ,sec t ion  256B.501, rub
d i v i s i o n  3 .  

Statement of Need: 

Subitem 4 e s t a b l i s h e s  t h e  method t o  determineal lowableinterestexpense 
on v a r i a b l e  or a d j u s t a b l e  rate c a p i t a l  d e b t # .  financing of c a p i t a ld e b t  
u s ing  va r i ab le  o r  ad jus t ab le  rater is a v iab le  op t ion  i n  t h e  c u r r e n t  c a p i t a l  
market. I t  is necessary t o  s e t  guide l inerforthere imbursementofin te res t  
e x p e n r ei nt h o r es i t u a t i o n s  I t  is also necessary t h a tt h e r er u l e 8m o t  be 
cons is ten twi ththoregovern ingotherform of f inancing of c a p i t a l  d e b t .  

Reasonableness  

I t  is r e a r o n a b l e  t o  allow inc reases  i n  i n t e r e a t  expense for v a r i a b l e  or 
ad jus t ab le  rate c a p i t a l  debts providedtha tthe  averale interest rate paid 
for each  r epor t in s  yea r  doe r  not exceedthe limit i n  r u b p a r t  2, item A, 
subitem 4. 

Statement of Need: 

item limits t h e  c o a t  of landpurchased on or a f t e r  January 1, 1984 t o-
$3,000 perlicensedbed. this provia ion  is necessa ryin  order t oe s t a b l i s h  
the  amount of capital  debt  . in  item E. 

Reasonableness  

The pr iorreimbursementsystemlimitedtheinvestmentin 'landto$1,000 
perlicensedbed. The Rule 53 advisorycommit tee  recommended t h a tt h e  cost 

\ 
of landpurchased on or a f t e rJ a n u a r y  1, 1984be l i m i t e dt o  $3,000 per
licensedbed. The Departmentbel ievesthatthis  amount is rearonables ince  

\ $18,000 forthelandassoc ia tedwi th  a s i x  bed f a c i l i t y  would a l l o w  t h e  pro
p <  v ide rtopurchasel andin  most areas of the  state Addi t iona l ly ,  a f a c i l i t y  
a Q r' whose c a p i t a ld e b t  doer notexceed 100 percent  of t h eh i s t o r i c a lc o a t  of the~ a u 
a 0: a c a p i t a l  arret8 getsreimbursementfor  t he  in te res texpenseassoc ia tedwi th+ + 

port iontheg 2 the ofdebt  related t o  land. 

Statement of Need: 

Item I is  n e c e s s a r y  t o  c l a r i f y  t h e  t reatment  o f  cap i t a ldeb t sinvo lv ing-
r e l a t e d  o r g a n i z a t i o n

* 
$ Reasonableness : -

L


0 , a  	
I t  is  t h e  s ta te ' s  p o s i t i o nt h a tt h e r e  is no c o s t  when a re la ted
borrows from i t se l f  loans  

organ' C?
= x  

izat ion s ince  be tween related o rgan iza t ions  are 
ak intoloan ing  money t oo n e s e l f .  Such loans  are i n  r e a l i t y  a t r a n s f e r  of 
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0 



funds between relatedorganizations. In  addition,thereis no market force 
Or outsideobserver which a t t e s t s  t o  the needand val idi ty  of thetransac
t i o n .  For thesereasons,thedepartmentbelievesthat i t  i s  reasonable t~ 
disallow such transactions for reimbursement purposes.Additionally.,the 
disallowance of such interest  expense correspondinglyresults i n  the 
disallowance of debt which resul ts  i n  an increase i n  the amount of e q u i t y .
Therefore, t h e  f a c i l i t y  may receive an increase i n  i t s  capi ta l  loanreduc
t i o n  allowance and vi11 be requiredto fund less depreciation. 

Statement of Need: 

Item J establishesthatchargesassociated wi th  thefinancing o f  capi-
t a l  debt such as points,origination fees, and legal fees are costsrelated 
to  the capi ta l  asset  and asst be amortizedoverthe term o f  the capital 
debt. This provision i s  necessarytoinsurethat t h e  costsassociated w i t h  
thefinancing of 8 capi ta l  asset  are spread mer theperiod i n  which the 
debt is t o  be repaid. 

Reasonableness : 

I t  is  reasonable todeferthe impact of thesecoststotheperiods 
during which the f a c i l i t y  is used  This proriaion i s  consistentwith 
generally accepted Accounting Principles. 

Statement of Need: 

Subpart 4 establisher the computation o f  t h e  propertyrelated payment 
ra te .  

IItem A describes how to  determine the faci l i ty 's  capaci ty  days for the 
reportingperiod. I t  is  necessary to  determinethe faci l i ty 'scapaci ty  days
i n  ordertodeterminethedailyrate for property-relatedcosta. 

Reasonableness : 

Since t h e  Medical Assistance Program reimburses providers for services 
provided to  i t s  residents on a per diem basis,  i t  is reasonablethefacil
i ty 's  capaci ty  d r y s  be determined i n  order that a dai ly  ra te  can be 

0 established. 

Statement of Need: 

Item B is  necessary i n  order to establish the method to calculate the 
p i  facil i ty 's  related payment ra te .  The computationproperty consists of 
V Q d i v i d i n g  the allowable relateda, facility's property costs by some portion of 

alas 

i t s  capacitydays. 

- + a + 
tu m Q
z n n  

j k  
Reasonableness : 


As defined i n  theprior reimbursement rule (Parts 9510.0050 t o  
9510.0890) the allowable propertyrelatedcosts were divided by 93 percent 
of capacitydays,todeterminethefacility'spropertyrelated per diem. 

-	 v) i The 93 percent occupancy factor was an incentiveto encourage high occupancy 
a, 0 races i n  the ICFs/WII. A l s o ,  smaller f a c i l i t i e s  o f  10 beds or less received 

- 4 U G
Q an additionalbenefit i n  that  they were notpenalized i ftheiractual  occu

3 $ $ pancy rate was below 93 percent. The logic was that one emptybed i n  a 
f V) Z smallerfaci l i ty  would have a much greater per diem impact than i t  would i n  

a larger facility-. 



Thisi temrecognizes  t ha t  thestatewideaverageoccupancyrate has been 
cons i s t en t lyh ighs ince  1976 and is c u r r e n t l y  98 percent .  T h i s  h i g h  OCCU
panty rate  r e f l e c t s  t h e  demand f o rr e s i d e n t i a lc a r e  and i s  not the r e s u l t  of 
theoccupancyincentive.For t h i s  reason,  the incen t ive  premium inthese  
r u l e  parts hasbeenreduced by rep lac ingthe  93 percentoccupancyfactor 
with  8 96 percentoccupancyfactor.  A l s o ,  s incesma l l e rf ac i l i t i e sdono t  
seem t o  be experiencing lower occupancy r a t e s  than l a r g e r  f a c i l i t i e s ,  a 
minimum occupancyfactorof 85 percent  has been i n s t i t u t e d  f o r  smaller 
f a c i l i t i e s .  "here changes were recommended by the  LAC Report (LAC Report,  
1983: pp. 67-69). 

Statement of Need and r e a s o n a b l e n e s s  

Item C es tab l i shesthecomputa t ion  o f  t h e  p r o p e r t y  r e l a t e d  payment r a t e  
by adding t h e  proper ty  related payment per  diem and t h e  c a p i t a l  deb t  reduc
t ion  a l lowanceth i sp rov i s ion  is necessary and reasonable t o  e s t ab l i shthe  
f a c i l i t y ' s  p a l r u n t .  

Statement of Need: 

Subpart 5 determinerthemountofthecapi ta ldebtreduct iona l lowance  
tobeinc ludedintheprope r ty  related payment rate o f  t h e  f a c i l i t y .  

The purposeofthecapi ta ldebtreduct ional lowance is t w o f o l d  

1) 	 To reducethe amountof a l lowab lecap i t a ldeb tou ta t and in tby  t h e  
po r t ion  of t h e  c a p i t a l  d e b t  r e d u c t i o n  a l l o w a n c e  t o  be appl ied  to  
r educecap i t a ldeb t ;  and 

2) . To e s t a b l i s h  .a paymentwhichrewards theaccumulation of equ i ty  a s  
def ined  i n  p a r t  9553.0020, subpar t  18 by allowing an increasein  
'payments t o  t h e  f a c i l i t y  a8 t he  amount of e q u i t y  is increased 

Thissubpart  is necessaryand is inaccordancewi thminnesotaSta tu tes ,  
s e c t i o n  2568.501, subdiv is ion  3 s ince .  i t  bo th  encourage r  t he  e f f i c i en t  and 
prudent management of c a p i t a l  a s s e t s  and rewards theaccumulation of def ined 

\p equ i ty .  

Item A e s t a b l i s h e s  t h e  amountof the c a p i t a l  debt reductionallowance t o  
be includedin a f a c i l i t y ' s  payment rate a t  d i f f e ren tpo in t sbased  upon the 
percentage of equ i ty  and the po r t ion  of t h a t  amountwhich must be appl ied t o  

& \  reduce d e b t  . 

P C  

u Q . item B is necessa ryorde r  t o  s t a t e  how the 

d) Q -

i n  computation of the 
r c r z  f a c i l i t y ' s  p e r c e n t  of e q u i t y  is t o  be determined. 
2 2 2 2  

3 0 0  Item C i s  necessary  with t h e  por t ion 
m ( C a  s ince  it s ta tes  what s h a l l  be done 

of t h e  capital debtreduct ional lowance i n  the event  t h e  f a c i l i t y ' s  c a p i t a l1 I;;, 1 debts cannot be prepaid.  

item D desc r ibes  how t h e  amount which must annuallybeapplied t o  
r educecap i t a ldeb t  is  t o  be determined. s inceThis is necessary the 7-

E -K 

n d  amountspaidduringthereporting year may be d i f f e r e n t  s i n c e  t h e  rateW 


._ 	ai a years does not cover  t h e  same period as t herepor t ing  year.F l z  
2 2 %  I t e m  E is  n e c e s s a r y  
$ w d )  

t o  make i t  c l e a r  t h a t  t h e  amount i s  t o  be used t o
- 0 5  	 reducepr inc ipa l  on c a p i t a l  d e b t s  i n  a d d i t i o n  t o  the normal amor t iza t ion  of 

principlepayments.  


